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determined the borrower does not have
the ability to finance the prepayment,
the prepayment request will be denied.
The borrower will be notified of the
reasons for the decision and appeal
rights will be given.

§ 1965.212 Appraisals.
To determine the appropriate incen-

tives to offer a borrower, an appraisal
must be completed. The purpose of the
appraisal is to determine if the bor-
rower’s current equity in the project
exceeds the initial investment. The
project will be appraised as unsub-
sidized conventional multi-family
housing. The effect on value of any
hard and soft costs of conversion of the
project from subsidized housing to un-
subsidized conventional housing will be
considered. Additionally, project re-
serve accounts and the present worth
of any unexpired non-FmHA or its suc-
cessor agency under Public Law 103–354
project based tenant subsidies will be
valued as assets of the project for in-
clusion in the appraisal. FmHA or its
successor agency under Public Law 103–
354 Instruction 1922–B (available in any
FmHA or its successor agency under
Public Law 103–354 office) will be used
for guidance in conducting multi-fam-
ily housing appraisals. After receipt of
the appraisal, the Servicing Official or
other designated official will determine
the amount of the equity loan, if any,
the number of Rental Assistance (RA)
units necessary, the amount of annual
return on investment to be offered, and
whether excess Section 8 rents may be
released to the borrower, if applicable.

§ 1965.213 Offer of incentives to bor-
rowers.

The Servicing Official must offer an
incentive package to the borrower as
an inducement to not prepay if the bor-
rower’s loan(s) is not subject to prohi-
bitions on prepayment or the borrower
has not previously accepted incentive
offers on the project for which the as-
sociated restrictive-use period has not
expired. If a prepayment incentive
offer which includes any equity loan is
accepted, the equity loan may be proc-
essed and closed with the current bor-
rower or any eligible transferee.

(a) Availability of incentives. Incen-
tives may be offered only if the restric-

tive period has expired for any RRH
project loan.

(b) Available incentives. One or more
of the following incentives will be of-
fered to the borrower. The amount of
incentives will be determined in ac-
cordance with Exhibits D and E of this
subpart (available in any Rural Devel-
opment State or District Office).

(1) Equity loans. In RRH projects, a
subsequent loan may be offered for eq-
uity for the difference between the cur-
rent unpaid loan balance and a max-
imum of 90 percent of the project’s
value appraised as unsubsidized con-
ventional housing. Equity loans may
not be offered unless the servicing offi-
cial determines that other incentives
offered under this paragraph are not
adequate to provide a fair return on
the investment of the borrower, to pre-
vent prepayment of the loan, or to pre-
vent the displacement of project ten-
ants.

(2) Rental assistance. Additional RA
will be offered if needed by current ten-
ants if found necessary by a market de-
termination of need. The number of RA
units offered will be based upon:

(i) The increase in rent overburden
that will be experienced by tenants, in
the project as a result of the incentives
offered. The Multiple Housing Tenant
File System (MTFS) will be reviewed
to determine the number of tenants
that will be rent overburdened by the
increase in rents resulting from any
subsequent loan made for equity. The
number of RA units offered will be
equal to the number of tenants experi-
encing rent overburden; and/or

(ii) A change in the market increas-
ing the need for affordable housing.
This criteria will usually be used when
the project is experiencing substantial
vacancies due to market factors. Gen-
erally, if the incentive offer contains a
substantial equity loan, it would be un-
likely that this provision would be con-
sistent with the determination that
the project is located in a strong un-
subsidized market.

(iii) Reamortizing the existing debt
under the provisions of § 1965.70 of sub-
part B of this part should be examined
to determine if reamortization will
lower existing debt service, thereby re-
ducing tenant rent overburden and the
need for additional RA.
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(3) Increase the maximum annual return
on investment—(i) Borrower equity. The
borrower’s equity in the project may be
increased. The new equity is the dif-
ference between the value of the
project appraised as unsubsidized con-
ventional housing in conjunction with
the incentive loan (if offered) and the
unpaid balances of all loans against the
project, including the incentive loan. If
no new appraisal is made, equity will
be determined by subtracting the out-
standing balances of all loans against
the project from the value shown in the
most recent FmHA or its successor
agency under Public Law 103–354 ap-
praisal completed for the project prior
to receipt of the prepayment request.

(ii) Rate of return. Borrowers not eli-
gible to receive an equity loan but who
are determined likely to prepay will be
offered an incentive package which
may include an increased rate of re-
turn. The rate to be offered will be the
greater of the borrower’s current rate
established in the initial loan, or 2 per-
cent above the 30-year Treasury Bond
rate, rounded to the nearest 1⁄4 percent.
The appropriate Treasury Bond rate
will be determined from newspapers or
available financial publications and
will be the rate published for the first
day of the month following receipt of
the complete prepayment request. The
rate of return for borrowers receiving
equity loans will remain at the rate
currently established in the initial
loan.

(iii) Recept of increased return. Re-
gardless of any increased return on in-
vestment agreed to as part of the in-
centive offer, the actual withdrawal of
the return remains subject to condi-
tions specified in paragraph XII B of
exhibit B of subpart C of part 1930 of
this chapter.

(4) Excess section 8 rents. For projects
with project-based section 8 rents, the
owner may be permitted to receive
rents considered in excess of the
amounts needed to meet annual project
operating and maintenance, debt serv-
ice, and reserve expenses. In conjunc-
tion with the acceptance of excess sec-
tion 8 rents as an incentive, the reserve
account will be adjusted to reflect ade-
quate funding for long-term repair, re-
placement and maintenance costs.

(5) Conversion or modification of inter-
est credit. Convert full profit loans to
limited profit Plan II loans or increase
the interest subsidy for loans with sec-
tion 8 assistance to make contract
rents more financially feasible. The
conversion would be accomplished by
changing the designation of the project
to Plan II.

(c) Development of incentive package—
(1) Borrowers requesting immediate con-
version from low and moderate-income
use. The required borrower information
and criteria to be used in determining
the incentives to offer, along with the
steps to develop the incentive offer, are
listed in exhibits D and E of this sub-
part.

(2) Projects committed to low- and mod-
erate-income use after prepayment by par-
ties other than FmHA or its successor
agency under Public Law 103–354. In ac-
cordance with exhibits D and E of this
subpart, incentives will be reduced in
proportion to the length of time a
project is committed to low- and mod-
erate-income use after prepayment
through requirements of parties other
than FmHA or its successor agency
under Public Law 103–354. The commit-
ment for extended use may be vol-
untary or required by legal restrictions
on use. The effect on the value of the
project will be taken into consider-
ation during the appraisal process.

(3) Adjustment of project reserve ac-
counts. The reserve account must be
maintained in conformance with the
requirements of paragraph XIII B 2 c of
exhibit B of subpart C of part 1930 of
this chapter. At the time an incentive
offer is developed, the maximum re-
serve amount should be adjusted to in-
clude the costs of any deferred mainte-
nance items or expected long-term re-
pair or replacement costs of the
project.

(d) Letter offering incentives to bor-
rowers. Within 20 days of the end of the
tenant comment period, a letter will be
sent to borrowers outlining the ele-
ments of the incentive offer developed
in accordance with this section and ex-
hibits D and E of this subpart. The let-
ter will include the following:

(1) A statement that the package is a
one-time incentive being offered in re-
turn for the extension of the low and
moderate income use of the housing.
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The letter will establish that, by ac-
cepting the incentives outlined in the
letter, the borrower will be subject to a
restrictive-use provision obligating the
housing to low- and moderate-income
use in the FmHA or its successor agen-
cy under Public Law 103–354 program
for 20 years from the date the extended
use agreement is executed, and prohib-
ited from future incentive offers on the
project so long as the restrictive-use
provisions remain in effect.

(2) The amount of the equity loan
being offered (if any). Any offer of an
equity loan will include a statement
that the borrower is subject to:

(i) A continued eligibility determina-
tion in accordance with subpart E of
part 1944 of this chapter; and

(ii) Appropriation limitations. When
an incentive offer that includes an eq-
uity loan is accepted by a borrower,
funding the components of the offer is
considered binding on FmHA or its suc-
cessor agency under Public Law 103–
354. If funds are not immediately avail-
able to fund an incentive loan, the
amount of the offer will be included on
a funding waiting list maintained by
the National Office. Priority for fund-
ing is based on the date of receipt of
the original complete prepayment re-
quest, as specified in § 1965.205 of this
subpart.

(3) The maximum amount of any in-
creased return on investment offered.

(4) The number of RA units that will
be provided to protect existing tenants
from rent overburden due to other in-
centives that may increase rental rates
in the project.

(5) Interest credit or additional inter-
est credit if needed to protect existing
tenants from rent overburden due to
other incentives that may increase
rental rates in the project.

(6) The offer of borrower receipt of
excess project-based section 8 rents, if
applicable.

(7) The offer must be accepted or re-
jected in writing within 30 days, or the
prepayment request will be voided.

(8) Appropriation limitations may re-
strict available incentives each year.
The actual receipt of the preceding in-
centives may not be forthcoming in the
near future. However, the offer is bind-
ing on FmHA or its successor agency
under Public Law 103–354. Acceptance

of the incentive offer by the borrower
will cause the request to be maintained
on the waiting list for funding until ob-
ligated.

[58 FR 38931, July 21, 1993, as amended at 62
FR 25071, May 7, 1997]

§ 1965.214 Offering and processing of
incentives.

(a) Borrower does not respond to incen-
tive offer. If the borrower does not re-
spond to the incentive offer within 30
calendar days of the date of the letter
offering incentives, the State Office
will advise the National Office by
means of FmHA or its successor agency
under Public Law 103–354 Guide Letter
1965–E–1 (available in any FmHA or its
successor agency under Public Law 103–
354 office) to remove the name from the
waiting list. Tenants and any agencies
notified in accordance with § 1965.206 (b)
of this subpart will be notified by the
Servicing Office that the borrower has
ceased to pursue the prepayment re-
quest and prepayment will not take
place.

(b) Borrower rejects the incentive offer.
If the borrower rejects the incentive
offer within 30 calendar days, a deter-
mination of the continued need for the
housing as subsidized housing will be
made in accordance with § 1965.215 (b)
and exhibit E of this subpart. Tenants
will be notified that the borrower has
rejected the incentive offer and that a
decision will be made by FmHA or its
successor agency under Public Law 103–
354 whether to accept the prepayment.
The tenants will be informed of the fac-
tors used in making the decision.

(c) Borrower indicates acceptance of the
incentive package. If the borrower indi-
cates a willingness to accept an incen-
tive package which includes an equity
loan, a complete loan application in ac-
cordance with exhibit A–11 of subpart E
of part 1944 of this chapter will be re-
quired. If an appraisal of the property
has not been completed as required in
§ 1965.212 of this subpart, one will be
made at this time in accordance with
FmHA or its successor agency under
Public Law 103–354 Instruction 1922–B
(available in any FmHA or its suc-
cessor agency under Public Law 103–354
office). The Servicing Official will de-
termine the feasibility of the loan, in-
cluding any needed reamortization of
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